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INDONESIA - Key Economic Indicators 


Exchange rate (average per year): 
1982: US$1.00=661 Rupiah 


1983: US$1.00=999 Rupiah 

1984: USs$1.00=1025 Rupiah 

1985: US§1.00=1110 Rupiah 

1982 1983 19844 19852 

Population (million midyear) 153 156.4 1599 162 
GNP (§$ million, current prices) 87,254 75,004 79,945 80,000 
GNP (per capita) 570.3 480.2 500 497 
GDP (% growth in constant 1981 rupiah prices) -0.4 5:30 6.6 360 
Consumer Price Index (1980 = 100) Vids 3 140.7 158.4 166 
Money Supply (Rps. billion-Dec. 31) y fe I 7,569 8,581 9,575 (Aug. ) 
Foreign Investment Approvals 

(non-oil) (§ million) 1,800 2,926 1,081 1,200 
Net Official Int'l Reserves ($ million-Dec. 31) 4,196 4,818 5,720 5,900 
External Official Debt? 19,773 23,467 24,610 27,500 

(Disbursed - $ million-Dec. 31) 
Debt Service ($ million) 2,247 2,552. 3,248 3,500 


FY FY FY FY 
GOVERNMENT BUDGET (Rps. Billion)© 82/83 83/84 84/85 84/85 
————=— hh Actual Actual Actual Budget 
Routine Expenditures 6,996 8,412 9,429 12,399 
Development Expenditures 7,360 9,899 9,952 10,647 
Domestic Revenues 12,418 14,433 15,905 18,678 
Dev. Receipts (external loans and grants) 1,940 3,882 3,478 4,368 


OFFICIAL BALANCE OF PAYMENTS FY FY FY FY 
(6 million)@ 82/83 83/84 84/85 85/86 
Actual Actual Actual Estimate 
Overall Balance (change in off. reserves) -3,280 2,070 667 194 
Current account -7 ,039 -4,151 -1,968 <-2,760 
Exports, Merchandise (F.O.B.) 18,672 19,816 19,901 18,100 
Oil and LNG 14,744 14,449 13,994 12,000 
Non-oil 3,928 5,367 5,907 6,100 
Imports, Merchandise (F.0O.B.) 18,496 16,304 14,427 13,000 
Oil and LNG sector imports 4,365 3,489 2,797 2,000 
Non-oil 14, 131 12,815 11,630 11,000 


U.S.-Indonesian Trade (§ million)© 1982 1983 1984 19852 


Indonesian Exports to the U.S.(C.I.F.) 4,224 5,285 5,867 5,600 
U.S. Share of Indonesian Exports (%) 15.39 20' 32 ZL N/A 
Indonesian Imports from the U.S.(F.O.B.) 2,017 1, 460 1,193 950 
U.S. Share of Indonesian Imports (%) L463 LISo i729 N/A 


Source: Bank Indonesia, Central Bureau of Statistics, Department of Finance, Investment 
Coordinating Board, U.S. Department of Commerce, International Monetary Fund. 


--7IMF. Decline in dollar terms in 1983 GDP and per capita GDP 
reflects 28 percent devaluation of March 30, 1983. 
--OGovernment debt, including debt of state corporations such as Pertamina and Garuda. 
--CIndonesian FY April 1 to March 31 (Source: FY 84/85 Budget). 
--Igource: Bank Indonesia 
--©Trade flows based on U.S. Department of Commerce statistics, while market share 
is calculated using Indonesian official statistics. 
--fpank Indonesia estimate. 
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FOREIGN ECONOMIC TRENDS 


SUMMARY 


Indonesia in 1985 will probably have 3 percent or less real growth 
in GDP, down sharply from the 6.5 percent growth of 1984. 
Hydrocarbon export earnings should decline by at least 15 percent 
from last year, although LNG output has risen slightly in 1985. 
Agricultural growth will be down this year. The modern industrial 
sector continues to operate well below capacity, and domestic demand 
remains weak. Indonesia will again be self-sufficient in rice in 
1985, and there will be an intensified effort in plantation and 
diversified secondary crops. Small-scale rural industry and 
agriculture will continue to play a crucial role in cushioning the 
majority of the population from the effects of economic slowdown. 
Among the government's highest priorities will be generating 
sufficient employment to absorb 1.8 million new jobseekers this 
year, despite the continuing industrial slump and growing layoffs in 
urban areas. 


Indonesia's balance of payments situation is healthy. The current 
account deficit, $2.0 billion in FY 1984/85, may reach $2.8 billion 
in FY 1985/86. Total reserves are now $10.5 billion. Imports may 
be down 10 percent from last year, while non-oil exports show a 
marginal rise. The Indonesians have reacted strongly to the threat 
of protectionism in the U.S. and other industrial countries (e.g. 
the Jenkins Bill on textile imports). Indonesia is paying special 
attention to its economic ties with Japan, since Japan is the 
largest importer (mainly oil and gas) of Indonesian goods, and the 
largest capital investor. 


Dramatic measures to reduce high-cost inefficiencies in the ports 
and the customs service have been largely effective, helping to 
reduce the costs of domestically produced products with a high 
import content and assisting price-sensitive exports. There is 
debate within the government about the need to deregulate industry 
and reduce import licensing, in order to encourage greater 
efficiency in the "high cost economy." The government is making a 
major effort to upgrade air and sea transport, and 
telecommunications. 


The annual rate of inflation which was 8.76 percent in 1984, is 
running about 4 percent in 1985. The government has sought to 
stimulate the domestic economy through higher salaries, pensions, 
and other routine budgetary expenditures, as well as quicker 
disbursement of development project funds. However, the government 
has announced that the FY 1986/87 national budget will be lower. 
Prospects of continued economic slowdown next year, with little 
fiscal stimulus, are partially alleviated by the expansion of 
small-scale credits at the village level. 


Responding to a sharp drop in foreign and domestic investment in 
1984, the government has announced several moves to simplify 
regulations and expedite approvals. Best opportunities for future 
U.S. investment are in export oriented industries, food processing, 
furniture manufacturing, and computer software. Best export sales 
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opportunities for U.S. firms are avionics and ground support 
equipment, telecommunication equipment, and agricultural and food 
processing machinery. Tourism may offer future possibilities. END 
SUMMARY. 


DOMESTIC ECONOMIC DEVELOPMENTS IN 1985 - THE MACROECONOMY 


Real GDP growth in 1985 is expected to be 3 percent or lower. While 
the value of crude oil production in 1985 has declined significantly 
from last year, LNG output will be slightly higher than in 1984. 
After a 10 percent increase in agricultural production last year, 
agriculture is expected to rise only 2 percent in 1985. The modern 
services sector (transport, communications and banking), should make 
a significant contribution to overall growth in 1985. 

Agriculturally based areas are showing resilience in the face of 
slowdown, and there has been a noteworthy expansion of smaller rural 
industries. 


The overall slowdown in industry and construction continues. For 
specific subsectors, fertilizers, insecticides, and herbicides 
should continue to grow in 1985, but cement is in oversupply, and 
motor vehicles, textiles, plywood, and electronics are facing a 
major shakeout. Indonesian economic policymakers are beginning to 
focus on the high cost to manufacturing dué to excessive protection, 
uncompetitive “upstream" industry, inefficiency, and 
monopolistic/oligopolistic practices in government licensed 
sectors. The Central Bank is requesting larger companies receiving 
credits to make more use of subcontracting, in order to encourage 
small business. 


In 1984, the rate of inflation dropped to 8.7 percent (as measured 
by the 1977 based consumer price index) and the first six months' 
performance indicates that the 1985 figure should be about 4 
percent. The money supply (M-1) grew 20 percent between August 1984 
and August 1985, due mainly to a large increase in commercial bank 
lending to the private sector. The smooth introduction of a 10 
percent value added tax on April 1, 1985 added a one time boost to 
the cost of living of about 2.5%, but had no impact thereafter. The 
government's slow disbursement of development project funding 
provides little fiscal stimulus to aggregate demand, already 
sluggish in part because of very high real interest rates. 


As required by law, revenues and expenditures for the FY 1985/86 
budget are balanced at Rp.23,046 billion. Rp.18,677.9 billion (81%) 
of revenues is expected to come from domestic sources (including Rp. 
1,666 billion from direct taxes) and Rp.4,368.1 billion from foreign 
sources. (In the first six months of FY 1985/86, domestic revenues 
were 13 percent higher than during the same period last year, 
largely due to improved tax collection from non-oil sources.) A 
value added tax was successfully introduced in April 1985, partially 
compensating for shortfalls of revenues elsewhere. With regard to 
expenditures, Rp. 12,339 billion is allocated to finance routine 
expenditures (including a 20 percent increase in government employee 
salaries) and Rp.10,647 billion to finance development 

expenditures. Fuel oil subsidies have been slashed by Rp.500 
billion, and fertilizer subsidies, which were raised in 1985/86, 





will be cut next year. The government is seeking to increase the 
slow speed of utilizing Rp.1.59 trillion in unspent development 
funds from FY 1984/85 in order to boost aggregate demand. However, 
the FY 1986/87 budget may be subject to further cutbacks. 


This has been only a slight increase in private investment approvals 
over the record low levels of 1984. Foreign investment commitments 
(both new investment and expansion of existing projects) are running 
at an annual rate of $500 million in 1985. The Indonesian 
government has made a number of recent moves to expedite investment 
applications and to improve the investment climate. 


BANKING AND CAPITAL MARKETS 


The banking system continues to be dominated by the state commercial 
banks, which hold 80 percent of total rupiah deposits. The state 
banks are the only authorized recipients of demand deposits from the 
state corporations and Indonesian private banks must supplement 
their inadequate deposit base with heavy reliance on interbank 
borrowings. The state commercial banks are opening new branches in 
the U.S. and otherwise expanding their presence overseas. Foreign 
banks in Indonesia have recently been allowed to extend export 
credits at subsidized rates to firms domiciled outside of the city 
of Jakarta. 


In order to increase liquidity in the private banking sector, Bank 
Indonesia (the Central Bank) has expanded the use of its discount 
window, cut the discount rate, and extended the repayment period of 
one-time credit facilities. The Central Bank has doubled the 
percentage of its deposit base (now 15 percent) that banks can 
borrow, using overnight interbank funds. Bank deposits rose 20 
percent between January and August 1985, helping to support a 23 
percent increase in commercial bank credits. Bank Indonesia's 
introduction of new money market securities (trade bills and 
promissory notes) has been successful in creatng a secondary 
market. However, these steps have not remedied the fundamental 
problem of high real rates of interest on loans. Banks are often 
forced to roll over short term working capital loans in order to 


avoid bankrupting their over-leveraged clients, and the amount of 
bad debt is rising. 


The stock market and other sources of long-term capital in Indonesia 
remain underdeveloped. To compensate for a reduction in Indonesian 
government subsidies to state corporations, a few state companies 
are floating long term bonds, and banks are now allowed to 
underwrite share and bond issues. The Indonesian government is also 
planning to introduce changes in pension fund and insurance laws and 
regulations to encourage long-term capital formation. 


ENERGY AND MINING 


HYDROCARBONS 


The petroleum industry provides 65 percent of Indonesia's total 
export earnings and 60 percent of the government's tax revenues. 





Indonesian crude oil production has fallen substantially from the 
same period last year, responding to a downturn in oil prices, OPEC 
supply restrictions, end reduced petroleum imports by Japan. Total 
exports of crude oil and condensate are running about 650,000 - 
750,000 barreis a day, compared to an average of 960,000 for all of 
1984. In February 1985, as part of a general OPEC price revision, 
Indonesia lowered the official price of Minas (its benchmark crude) 
by one dollar to $28.53 a barrel. Declining crude oil production 
and prices will put pressure on the state oil company to develop an 
effective marketing program to counter stiff competition from the 
PRC and other oil producers in the East Asia market. The fall of 
realizable oil prices has led to a new round of discussions between 
the government and the production sharing contractors on taxes and 
marketing. 


Proven crude oil reserves of 8.68 billion barrels and 40 billion 
barrels of probable reserves are declining slowly, but are still 
sufficient to support present production levels into the next 
decade. Exploration expenditures fell 23 percent in 1984, and only 
two new exploration agreements have been signed in 1985. 
Nonetheless, U.S. oil firms such as Diamond Shamrock, Caltex, and 
Arco are committed to investing hundreds of millions of dollars in 
new exploration for energy sources. Secondary and tertiary recovery 
projects, notably the Caltex Duri Steam Flood project, have slowed 
because of the oil glut. Three new refineries costing $4 billion 
enabled Indonesia to achieve refining self-sufficiency in 1985. 


Proven recoverable reserves of natural gas exceed 80 trillion 
standard cubic feet, about half of which is offshore, near the 
Natuna islands in the South China Sea. Six trains produce 14.7 
million tons of LNG a year, all of which is sold to Japan under 
long-term contracts. South Korea will obtain two million tons of 
LNG per year beginning in March 1987 as a new LNG train is brought 
into production. Negotiations are underway with Taiwan for a long 
term contract to supply up to 1.5 million tons per year, from the 
Bontang (Kalimantan) LNG plant. Delivery to Taiwan is anticipated 
as early as 1990. 


Production of LPG doubled in 1984. Downstream development plans 
include construction of LPG plants at Arun (a Mobil Oil project) and 
Badak for foreign and domestic buyers (Indonesia plans to export 2.1 
million tons of LPG to Japan from the Arun gas fields starting in 
1988). In petrochemicals, the Japanese signed a contract for a $194 
million olefin downstream joint venture in Merak (West Java), which 
would produce vinyl-chloride monomer, chlorine alkali, and poly 
vinyl chloride. An aromatics center in South Sumatra is scheduled 
to open in 1986 and will produce 150,000 tons a year of terephthalic 
acid and other synthetic materials used by the textile industry. A 
methanol project in Pulau Bunyu will be completed soon. As yet 
undeveloped gas deposits in South Sulawesi and Irian Jaya may be 
used for feedstock for fertilizer plants. 


MINING 


About 750,000 tons of coal will be exported by Indonesia in 1985, 
while domestic production should increase from 1.7 to 3 million tons 
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in 1986. There are about 1 billion tons of proven reserves in 
Sumatra, with another 2 billion tons in Kalimantan. Although the 
$640 million Bukit Asam coal mine expansion is 18 months behind 
schedule, Australian and other foreign companies plan to invest in 
coal mining at the Ombilin field in Sumatra, and a Taiwan firm has 
signed a coal mining contract in Kalimantan. Coal prospects are 
boosted by government plans to convert all cement plants and much 
other industry from fuel oil to coal. Bauxite mining increased in 
1984, but there was a seven percent drop in copper to 190,000 tons. 
Tin production fell 21 percent to 22,000 tons and nickel output is 
also declining. A British firm plans to invest in a gold mining 
joint venture in Central Kalimantan, and the Australians are 
investing in gold, silver, and platinum mining. A 27,000 ton/year 
Kaolin plant was recently inaugurated in South Sumatra. 


ELECTRIC POWER 


Indonesia plans to expand its electric power capacity, reversing a 
two year trend of sales slowdown and growing losses by the State 
Electric Company PLN. U.S. firms are participating with Indonesia 
to develop geothermal plants, and the Indonesians hope to produce up 
to 2,000 MW of geothermal power from the Dieng plateau in Central 
Java. The first of several Suralaya coal-fired thermal power plants 
(3100 MW total) was inaugurated in August 1985. The very large 
Paiton power project in East Java is scheduled to go to tender 
toward the end of 1985. Bechtel is assisting the Government in a 
study to determine the long term feasibility of nuclear power. The 
government emphasis on new hydropower projects on Java for industry 
and rural electrification will require greater efforts to control a 
major silting problem. 


AGRICULTURE 


Agriculture accounts for 28 percent of GDP and employs 55 percent of 
the labor force. Boosts in rice production to a self-sufficiency 
level of 25.8 million tons were a main factor in the 8-10 percent 
growth in agriculture in 1984. Rice production is expected to reach 
26.5 million tons in 1985, despite declining farm gate prices in 
some areas, and finite production limits on Java. The Indonesian 
government is spending $120 million annually in interest charges 
alone to stockpile over 3 million tons of rice, and there are few 
possibilities for exports. During 1985, production of other food 
crops such as cassava and peanuts, is expected to increase from 1.5% 
to 6%, with a special effort to increase soybean production. The 
government will continue its high levels of farm credit and 
agricultural extension services, and fertilizer and pesticide 
subsidies. 


Industrial crop production is less promising. Cotton production 
efforts to date have had little success and output is quite 

limited. Sugarcane (23 million tons in 1985) has experienced severe 
difficulties because of obsolete sugar mills, high land rent, and 
inefficient production policies. The livestock subsector is 
expanding slowly; South Sulawesi is becoming an important center for 
cattle breeding, and there is a private U.S./Indonesian joint 
venture project to import 5000 U.S. milk cows for Central Java. In 





addition, poultry production may grow 20 percent in 1985. There are 
possibilities of raising more pigs and cattle for the Singapore 
market. 


The Indonesian Government is currently emphasizing plantation crops, 
both for export and employment generation. The large plantations in 
Sumatra continue to make a healthy profit despite a downturn in 
prices. Rubber production will probably decline from last year's 
level of 1.1 million tons as small holders (85% of total production) 
reduce tapping due to low prices which also serve to discourage new 
investment. In contrast, palm oil production is expected to 
increase 13 percent or more to 1.2 million tons, becoming a major 
export crop (350,000 tons in 1985), and new palm oil refineries are 
being built. The Government is seeking to enforce the "nucleus 
estate concept" for rubber and palm oil plantations, but this has 
limited attraction to local and foreign businessmen. Cocoa is 
receiving more emphasis (18,000 ton production), and could provide 
up to $300 million in exports by 1988. Coffee production and 
exports grew significantly in 1984, and tea and spices were also 
significant export earners. 


Thanks partly to government support and import restrictions, there 
is increased investment in vegetable and fruit growing agribusiness, 
especially in Sumatra and Sulawesi. A shift toward food processing 
is encouraging the development of agriculture-related industries, 
such as canning plants, cooking oil refineries, and shrimp and fish 
processing. Principal Indonesian imports of agricultural 
commodities include wheat, soybeans, and cotton. In the past, the 
U.S. was the leading supplier of these commodities, but recently the 
PRC has emerged as a major source for soybeans and cotton. 


FISHING 


Fishing is becoming an important industry with 1.6 million tons of 
fish caught annually in Indonesian waters. The Indonesian 
government has passed new regulations governing foreign fishing in 
the Exclusive Economic Zone, mainly for tuna and skipjack. The 
Indonesian government seeks to encourage domestic fish meal 
production, in order to reduce imports running at an annual level of 
over 100,000 tons. Foreign investment is sought in shrimp and fish 
production from Sulawesi and Irian Jaya. 


MANUFACTURING 


Indonesia's young manufacturing sector accounts for 12 percent of 
GDP. The Indonesian government has invested heavily in basic 
industry, while the private sector concentrates on textiles, 
electronics, pharmaceuticals, and other light manufacturing. 
Government protectionism, restrictive import licensing to promote 
local procurement, and marketing and production inefficiencies, have 
contributed to manufactured goods costing up to 50 percent more than 
world market prices. Many of the 222 state manufacturing 
corporations are losing money, with significant marketing, 
production, and inventory problems. The Indonesian government is 
promoting investment in a number of fields, including aircraft, 
shipbuilding, rail transport, telecommunications, energy machinery 





including turbines, engineering goods, agricultural processing 
machinery, machine tools/metalworking, and defense-related 
industries. 


The Indonesian automobile industry in 1985 is operating at 40 
percent capacity (only 150,000 motor vehicles), assembled in 1985, 
down from 212,000 in 1981). With only 3 of 22 auto assemblers in 
sound financial condition, the government has called for major 
restructuring of the industry. Motorcycles, tires, and related 
automotive industries are also in a deep recession, although a $98 
million tire cord factory was recently opened near Bogor. Honda has 
recently agreed to open an automobile plant here. To force 
increased domestic production of auto components, the Indonesian 
government eliminated duty-free import of completely knocked down 
truck kits, while creating duty-free import of certain individual 
components (axles, transmissions, brakes, and other parts). The 


Japanese will build a $115 million automobile engine casting plant 
in Indonesia. 


The heavy metal industry represents a major import substitution 
effort. The state-owned Krakatau Steel mill in West Java produces 
1.7 million tons annually mainly for the domestic market. A cold 
rolling mill and a $500 million seamless pipe factory which will use 
the Krakatau plant's output are under construction, and Krakatau is 
scheduled to export 150,000 tons of wire rods and sponge iron by 
1986. A 130,000 ton/year tin plate plant and 8 other factories were 
recently inaugurated at the Cilegon Industrial Estate ($2.7 billion 
in cumulative investment, including Krakatau Steel). Local machine 
tool factories will be expanded. 


Other government industry has achieved mixed results. The 
fertilizer industry is expanding rapidly and 649,000 tons of exports 
are scheduled in 1985. In contrast, cement is in oversupply (17 
million tons capacity and only 10 million in domestic consumption). 
The government recently spent $320 million to purchase part 
ownership of the private company Indocement. Hopes for Indonesia to 
be self-sufficient in pulp and paper were set back by postponement 
of a large kraft paper plant in Aceh (Sumatra). A $213 million 
integrated rayon plant will be built near Lake Toba in North 
Sumatra. 


Private sector light industry is important both for potential 
exports and for employment. While kretek cigarettes, low priced 
consumer goods and pharmaceuticals are doing well, beer, soft 
drinks, and other consumer sectors are slumping badly. Many 
Indonesian textile factories are outmoded, and the domestic market 
for textiles remains sluggish here. The plywood industry has 
partially recovered from overcapacity and exported $5.81 million in 
the first nine months of 1985. While there are many strong 
family-owned firms, the private sector in general is increasingly 
vulnerable to excessive debt and eroding profit margins. 


The Indonesian government has ambitious plans for boosting local 
electronics manufacturing. Transmitters/receivers and personal 
computers, and telephone central exchanges are now assembled here. 
A 150,000 unit per year digital switching plant was recently opened 
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in Bandung. The government reportedly has plans to ban imports of 
microcomputers and other electronic goods to help local industry and 
to encourage indigenous development of computer software. 


Indonesia has made steady progress in transport manufacturing. The 
P.T. Nurtanio airplane plant in Bandung is already assembling the 
CN-212 multipurpose short-haul fixed wing aircraft, using primarily 
West German equipment and Boeing assistance in systems management. 
A joint Spanish/Indonesian design transport plane (the CN-235) is 
now being tested, and there are long-range plans for co-production 
of a 100-seat transport plane with US and West German firms in 
Indonesia. The P.T. Pal shipyard in Surabaya which already builds 
small tankers and patrol boats, will be expanded over 10 years to 
become the largest shipyard in Southeast Asia. Public and private 
shipyards will build up to 82 indigenously designed coastal 
freighters. The Indonesians are also starting to manufacture their 
own railroad cars. 


EXTERNAL ECONOMIC DEVELOPMENTS 


BALANCE OF PAYMENTS 


In FY 1984/85 (April 1 to March 31) Indonesia had a current account 
deficit of $2.0 billion, but the balance on current account will be 
less favorable in the current fiscal year. Crude oil and condensate 
exports in the first 6 months of FY 1985/86 totalled $4.0 billion 
(down 30 percent), while LNG receipts were $1.8 billion. Imports 


continued to decline, while non-oil exports rose marginally. A 
current account deficit of 2.8 billion is possible for FY 1985/86, 
according to Finance Department estimates. 


Net foreign assets of the banking system rose to 10.5 billion 
dollars by August 1985 ($5.8 billion Bank Indonesia net 
international reserves, and $4.7 billion net foreign assets of 
commercial banks), and foreign reserves should hold steady for the 
rest of the year. In FY 1985/86, Indonesia expects $2.5 billion in 
IGGI assistance, down slightly from the previous year. Undisbursed 
roject commitments from the World Bank and other donors total over 
10 billion. Total IGGI and non-IGGI assistance mixed credits and 


commercial borrowings are targeted at $4.5 billion for the current 
fiscal year. 


The Indonesian Government has re-emphasized its fundamental 
commitment to a free foreign exchange system. The rupiah, now 
valued at 1123 to the dollar, generally follows the dollar ina 
managed float. No attempt has been made to put controls on dollar 
deposits inside Indonesia held by Indonesian non-bank enterprises 
and non-residents doing business in Indonesia. Rupiah deposit rates 
remain high (16-17 percent), in order to keep funds from being 
converted to dollars and sent out of the country. 


In June 1985 the Central Bank arranged another $400 million in 
standby line of credit. As of October 1985, the Indonesians have 
$2.0 billion in unused commercial credits and an additional $1.5 
billion in contingency reserves against swap liabilities to resident 
commercial banks. Some prior debt is being refinanced by the 
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Government. As of March 1985, public and publicly guaranteed 
outstanding debt was around $26 billion, comprised mostly of medium 
and long-term debt on concessional terms. Official debt service for 
FY 85/86 will be about $3.4 billion dollars (about $1.8 billion 
principal, $1.6 billion interest), official debt service payments 
for FY 1985/1986 on a net basis (i.e., exports net of oil sector 
imports and service payments) will rise to around 23 percent. These 
figures do not include private sector foreign debt which is 
estimated at five to seven billion dollars, split approximately 
evenly between short and long term loans. 


FOREIGN TRADE 


Underlying the importance of foreign trade, exports of goods and 
nonfactor services average 22 percent of GDP and imports of goods 
and services 18 percent. Net oil sector earnings in the first six 
months of FY 1985/86 were off 30 percent compared to the same period 
last year (to $3.176 billion), while the volume of oil exports 
dropped 11 percent. Indonesia's total imports for the first 6 
months of FY 1985/86 have dropped more than 5 percent from the same 
period last year to a level of slightly over $6.5 billion. The drop 
in imports is reflected in markedly declining sea traffic between 
Indonesia and Eufope and Japan. This reflects tight control on 
capital intensive development projects, slack domestic demand and 
investment, and effective import substitution for petroleum 
products, fertilizers, cement, iron and steel. Japan is the most 
important export market for Indonesia (especially oil), and the U.S. 
and Singapore are other top markets for Indonesian products. 
Recently, South Korea has become a major importer of Indonesian oil 
and one of Indonesia's more important trading partners. 


Some non-oil exports are constrained by international commodity 
agreements, which limit Indonesia's ability to sell beyond its quota 
(e.g. tin and coffee). However, plantation crop producers in Sumatra 
compensated for lower prices by boosting their output. The most 
important exports for the first six months of 1985 were timber and 
Plywood ($566 million), rubber ($350 million), coffee ($260 million) 
and textiles and handicrafts ($270 million), tin ($113 million), tea 
($77 million), and shrimp ($88 million). Such traditional exports 
as tin, nickel and copper suffered major declines. Recent 
difficulties in the tin market may cause a sharp drop in tin prices 
with a corresponding loss in foreign exchange of perhaps $25 
million. Palm oil exports have risen substantially, and other 
exports include electric appliances, pepper, aluminum, and rattan 
furniture. Despite a decline in prices for such commodities as 
rubber, tin, wood, coffee, palm oil, copper and plywood, overall 
non-oil exports are slightly up in value from last year, reaching a 
level of $3.26 billion for the first 6 months of FY 1985/86 and up 
substantially in volume terms. 


The Indonesian government issued INPRES (Presidential Instruction) 
4/1985 in April 1985, which drastically reduces the role of 
Indonesian customs in checking imports and exports, and assigns 
price and duty verification responsibilities to a Swiss firm, 
Societe Generale de Surveillance. This measure has reportedly 
already lowered import costs by more than 20 percent and greatly 
quickened the processing of sea cargoes. The government has 
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designated 118 seaports and 15 airports to handle foreign trade and 
receive foreign carriers (although foreign ships are still banned 
from inter-island trade). Port service costs have been reduced, and 
port management and security have been improved. There also has 
been a comprehensive reduction of import duties. 


By acceding to the GATT subsidies code in March 1985, the Indonesian 
government committed itself by April 1986 to eliminate all rebates 
on export certificates except for the tax and import duty 
"drawbacks" allowable under the GATT. The government will phase out 
preferential export credits over the next 5 years, although the 
Indonesians have recently allowed foreign firms to borrow subsidized 
export credits for export oriented manufacturing. The successful 
negotiation of a new bilateral textile agreement in June 1985 may 
lead to a more orderly growth of textile trade. The Indonesians 
remain gravely concerned that congressional passage of legislation 
such as the Jenkins Bill on textiles would cut drastically textile 
exports to the U.S. (their largest market), and badly damage the 
Indonesian textile industry. 


In regard to non-oil exports to new non-OECD markets, the Indonesian 
Chamber of Commerce (KADIN) is managing direct trade, including 
direct shipping, between Indonesia and the PRC. The Indonesians are 
exploring increased trade (e.g. rubber) and exports of construction 
and labor services to Saudi Arabia and elsewhere in the Middle 

East. Indonesia has exchanged high level visits with the USSR, 
Romania, Hungary, and Czechoslovakia, indicating greater 
possibilities for non~oil commodity trade with Eastern Europe. 
Indonesian economic relations with the CEMA countries are definitely 
warming, with less restricted shipping and trading arrangements, 
despite these countries’ preference for balanced trade and/or barter. 


REPELITA IV - PLANNING FOR THE FUTURE. 


The government's Fourth Five Year Plan (Repelita IV, 1984 - 1989), 
which began on April 1, 1984, assumed an annual average five percent 
GDP growth rate (9.5 percent for industry, 3 percent for 
agriculture, 2.5 percent for petroleum and mining, and 5 percent for 
construction). The government has now scaled down its targets 
because the predicted level of hydrocarbon income cannot possibly be 
realized. Instead of concentrating on major capital intensive 
projects, the government is doing more to accelerate development 
project expenditures, and is providing more funds directly to small 
borrowers at the village level. 


Private and foreign investment are now receiving special attention, 
to make up for the gap of reduced government investment. The 
government is making a major effort to encourage new Japanese 
investment (Japan is the largest private capital investor in 
Indonesia outside of the oil sector), as well as American business. 
Capital goods, mining and minerals, light industry, agribusiness, 
and export industries will be targets for investment, while 
saturated industries will be closed to new investment. Guidelines 
for 1985 focus on investment outside of Java, export-oriented 
industry, and high technology sectors. Such new foreign investment 
is going into diesel engines and construction, while domestic 
private investment is focused in chemicals and the plantation sector. 





The government's manpower and employment policy focuses in areas 
such as labor-intensive industry, construction, road and harbor 
building, retail trade, and home industries. The agricultural, 
rural industry and informal urban services sectors play a crucial 
role in absorbing new workers, although this may be peaking. Two 
thirds of new modern sector jobs created in 1985, according to 
Indonesian government estimates, will be by the government and state 
owned firms. The Indonesian Department of Manpower estimated that 
over 90,000 private sector industrial workers have been laid off 
since 1982, reflecting a serious slump in textiles, heavy equipment 
industry and automobile assembling. 


The government continues to broaden the tax base and increase 
non-oil tax revenues to compensate for falling oil revenues. On 
April 1, 1985, the government effectively implemented a 10 percent 
value added tax, replacing the sales tax; the VAT applies to 
manufacturing and construction, but excludes the retail, 
distribution, and most non-construction service sectors. The 
Indonesians hope to boost non-oil tax revenues from seven to eleven 
percent of GDP by 1989, and a 50 percent increase in non-oil taxes 
occurred in 1985 (with Rp.930 billion derived from taxes and duties 
on cigarettes). 


Improved transport is a major target of Repelita IV. Smaller ports 
such as Semarang (Java), Bengkulu (Sumatra), and Bitung (North 
Sulawesi) have received hundreds of millions of dollars in 
development funds. The government is encouraging foreign 
participation in toll road development on Java, the Trans-Sumatra 
highway was finally completed this year, and thexe has been 
substantial progress on the Trans-Sulawesi and Trans-Irian 
Highways. 


Civil Aviation is an important growth area. The French recently 
extended a $100 million mixed credit for further expansion of the 
new Jakarta international airport, and substantial funds will be 
spent on provincial airport improvement. The national airline, 
Garuda, and the Department of Tourism, are making a great effort to 
encourage tourism as a major potential foreign exchange earner. 
There are now increased direct flights between provincial capitals 
and Singapore, and Garuda and Continental airlines inaugurated joint 
service between Jakarta and Los Angeles via Bali, Guam, and Hawaii. 


To upgrade telecommunications, the government will install an 
additional 900,000 telephone lines during the remainder of Repelita 
IV, and a second major digital switching tender has been issued. 
High speed data packet transmission by satellite is in place, along 
with track telemetry and monitoring systems. The Indonesians will 
extend microwave and submarine cable communication to the Malukus 
and other areas of Eastern Indonesia, and the Medan to Penang 
submarine cable is already in operation. 


The government is planning greater exploitation of its forests in 
Kalimantan, Sumatra, and Irian Jaya over the next 4 years. However, 
deforestation, reckless overcutting and topsoil erosion have caused 
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heightened Indonesian government concern about the environment. 
Polluted drinking water supplies and chemical pollution of estuaries 
such as Jakarta Bay have focused attention on urban water resources, 
and a U.S. firm is supervising a $39 million water drainage and 
sewage project in Medan. Salt water intrusion is certain areas of 
Jakarta has become a problem for future high rise construction. 


IMPLICATIONS FOR THE U.S. 
PROJECT FINANCING 


World Bank and Asian Development Bank projects in Indonesia continue 
to present important opportunities for U.S. business. Combined 
World Bank and ADB loan commitments to Indonesia in 1985 are $1.5 
billion, mainly supporting agriculture, infrastructure development 
(dams, roads, electric power projects) and human resources sectors, 
that would not receive much commercial financing. The International 
Finance Corporation, is exploring greater participation with the 
Indonesian private sector in such fields as agriculture and coal. 
Japan ($321 million) and the U.S. ($100 million) are the largest 
bilateral lenders. USAID has a loan guarantee program for private 
banks lending to small businesses outside the Jakarta area, and is 
assisting private sector management training. The ADB has lent 
money for private sector fishery development. 


Presidential Instruction 8/1984 requires that all export credit 
projects be bid under competitive international tenders. Only 
projects on a pre-approved list ($1.2 billion total) will be allowed 
to use commercial or mixed credits; for FY 1985/86, the 
shipbuilding, aircraft, and fertilizer industries, electric power 
generation and the transportation sector account for the bulk of 
approved financing. Soft loan cffers on development projects will 
be accepted only if the loans mature in 25 years or more with a 
grace period of at least 7 years and an interest rate of 3.5 percent 
or less. The State Secretariat (SEKNEG) continues to play an 
important role in project selection. 


The U.S. Export-Import Bank has $1.4 billion in exposure in 
Indonesia. EXIM Bank has lent entirely to the public sector, since 
the Indonesian Government and the state banks will not guarantee 
loans to private firms, but there are new prospects for private 
sector lending, as well as more use of foreign currency commercial 
lending with EXIMBANK guarantees. Indonesian government preference 
for soft loan and mixed credit financing complicates U.S. ability to 
win major project and product sales here in competition with the 
Europeans and Japanese. OPIC has insured $151 million of U.S. 
investment in Indonesia, with another $230 million of pending 
applications. Trade Development Program (TDP) grants have become an 


important means of obtaining U.S. participation in the preliminary 
stages of high technology projects. 


Four U.S. banks provide a full range of banking services, although 
their main business is offshore lending to private borrowers 
throughout Indonesia. There are also ten U.S. bank representative 
offices. Several American banks participate with Indonesian 
non-bank financial institutions which permit them to make rupiah 





loans to customers outside of Jakarta and perform most services 
except take deposits. Leasing has become a popular means of 
financing plant and moveable equipment. In the last few years, ten 
American joint-venture leasing companies have been established in 
response to opportunities in Indonesia, although leasing is now 
closed to new entrants. U.S. firms can now form joint life 
insurance ventures, and insurance companies may become an important 
source of long-term funds. 


U.S. - INDONESIA TRADE 


Traditional Indonesian export commodities accounted for the bulk of 
U.S. imports from Indonesia. From January through July 1985, crude 
petroleum and petroleum products were $1.95 billion, rubber $270 
million, coffee $160 million, unwrought tin $30 million, spices $34 
million and tea $18 million. The U.S. takes sixty percent of all 
Indonesian rubber exports, 30 percent of all coffee and spices, and 
20 percent of tea and plywood. The U.S. market continues to be 
important to Indonesian non-oil manufactured exports; in the first 
seven months of 1985, Indonesian exports to the U.S. of textiles and 
apparel were $141 million, plywood and veneer exports were $144 
million, and electronic components were also important. Since many 
U.S. goods shipped to Singapore are then transshipped to Indonesia, 
and the Indonesian government estimates there are up to $2.5 billion 
of actual imports from the U.S. each year. 


In January - July 1985, wheat ($38 million), cotton ($47 million), 
resins ($27 million), aircraft and parts ($30 million) and 


electronic components ($26 million) were among the major commodities 
exported by the U.S. to Indonesia. On an annual basis, Indonesian 
exports to the U.S. may reach $5.6 billion, while U.S. exports to 
Indonesia may be $950 million, a slight drop from 1984. 


The Foreign Commercial Service has identified twelve product 
categories which offer the best sales prospects. They include 
avionics and ground support equipment; telecommunications equipment 
and systems; computers and peripherals; medical instruments and 
supplies; electric power generating and distribution; analyzing, 
checking and measuring instruments; aircraft and aircraft parts; 
food processing and packaging; commercial maritime equipment; pumps, 
valves and compressors; and mining equipment. Remote sensing, space 
exploration, and other scientific cooperation may offer important 
opportunities for U.S. goods and services. This includes the 
aeronautic, nuclear, materials testng, and engineering laboratories 
being established at the Serpon Science Center. 


Services. Engineering firms are not allowed to open representative 
Offices in Indonesia. Foreign banks are allowed to have only one 


branch, and onshore operations are limited to Jakarta only (except 
for export credits). There are strict limitations on business, 
financial, and legal consultancy services by foreign firms here. 


COUNTERPURCHASE AND OTHER REGULATIONS 


Government measures seek to promote local industry, indigenous 
Indonesian entrepreneurship, the transfer of technology, promotion 
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of non-oil exports, and increased employment. KEPPRES 10, issued in 
January 1980, established a procurement guidance team which reviews 
all government procurement contracts over Rp.500 million (about 
$500,000) for price, and compliance with government policies to 
promote domestic products and services, including consulting. 
KEPPRES 14A, issued in March 1980, regulated the expenditure and 
management of state budget funds to ensure preferential treatment 
for domestic suppliers. KEPPRES 29, issued in April 1984, 
stipulates that government agencies, state companies and banks are 
required to use domestic goods and services, regardless of cost and 
whenever possible, in the implementation of construction contracts 
and the procurement of goods and services. KEPPRES 30 (April 1984) 
sets forth the establishment of procurement teams at the Ministry or 
Department level modeled after the existing State Secretariat 
Procurement Guidance Team. 


The government obligates foreign exporters to purchase an equal 
amount of specified Indonesian export commodities for contracts in 
excess of Rp. 500 million. However, the Government is flexible 
about interpreting counterpurchase regulations. Indonesian non-oil 
commodities which may be used to meet the counterpurchase 
requirement include rubber, coffee, paper, tin, tobacco, dried 
cassava, cement, sawn timber, plywood, other processed wood 
products, and certain textile products. Over $1.4 billion of 
counterpurchase contracts to cover a wide range of non-hydrocarbon 
projects have been signed since January 1982, of which $843 million 
had actually been exported, mainly to Japan, West Germany, and the 


U.S. Some counter trade arrangements have been made with Eastern 
Europe. 


COMPETING FOR SALES - MARKET ACCESS ISSUES 
The following issues should be kept in mind by U.S. businesses: 


--Import Licensing: Ministry of Trade regulations require 
registration of local agents for a number of products and require 
certain products to be imported by State trading companies. Items 
covered include heavy equipment, automotive spare parts, consumer 
electronic equipment, textile machinery, industrial machinery, 
chemicals and metal products. Sole importer regulations remain an 
impediment to foreign trade and may discourage private investment by 
increasing costs and impeding established supply channels. 


--Indonesian Manpower: The Department of Manpower approves all 
applications for use of expatriate manpower by foreign companies 
here and work permits are mandatory. The Indonesian Government 
urges foreign firms to train Indonesians and place them in 
supervisory and managerial positions, and laying off Indonesians is 
often a complicated process. Restrictions on the number of U.S. and 
other expatriate employees, in the form of work permits, pose 
special problems for U.S. oil companies performing highly technical 
work. The large majority of Indonesian workers earn less than 
Rp-1,500 per day, although wages in the manufacturing sector range 
from Rp.1,000-Rp.5,000 per day. 


--Sole Agency: The Department of Industry require the appointment 
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of a "sole agent" for the sale of certain industrial products 
including automotive equipment, heavy construction equipment, 
consumer electronics, and household appliances. This provides 
considerable protection for Indonesian agents in terms of length of 
contract (three years), contract termination, and compensation due 
them on termination. 


--Industrial Property Rights: Indonesia recently enacted a 
copyright law for the protection of locally published materials. 
Indonesia's trademark law operates on the principle of first 
registration, which is valid for a 10-year period. Patent 
legislation may be sent to Parliament in 1986; patents (excluding 
food, beverages, and pharmaceuticals), will have a total life of 15 
years if and when a patent law is promulgated. 


--KEPPRES 18/1982: All Indonesian Government imports and exports 
are required under this regulation to be carried on Indonesian 
ships. In practice the Indonesian Government insists that at least 
50 percent of Indonesian Government cargos be shipped in Indonesian 
vessels, but private cargos are not subject to mandatory shipping on 
Indonesian ships. 


INVESTMENT 


Incentives available to approved foreign investors include 
unrestricted foreign exchange transfer, and exemption from or 
reduction of selected import duties on items not available locally. 
The Government gives special consideration to foreign investors 
setting up export oriented manufacturing here. The U.S. (mainly oil 
and gas) and Japan (non-oil manufacturing) are by far the largest 
foreign investors in Indonesia. The book value of total U.S. 
non-oil investment in Indonesia through 1984 was $640 million ($1.26 
billion in licensed approvals); $111 million in new U.S. private 
investment was approved in 1984. In July 1984, the U.S. signed a 
memorandum of understanding with the Indonesians on American 
investment here. Most promising areas for U.S. investment are 
aquaculture, food processing, food storage, furniture manufacturing, 
wood products, computer software, and other light and medium 
industry. 


Almost all foreign investment - especially outside of the 
hydrocarbon area - must be in the form of joint ventures with an 
Indonesian partner. Within a ten year period the Indonesian partner 
must normally acquire 51 or more percent of the equity, although the 
Indonesian government has been flexible on this point. There is a 
tendency to close off sectors of the Indonesian economy after a 
limited number of foreign firms have entered, and the government is 
not encouraging foreign investment in small-scale, consumer product 
manufacturing. The government may reopen areas to foreign 
investment if there has been insufficient domestic investment. The 
weak domestic market and high prices of local basic materials remain 
a problem. Restrictive land laws, which do not allow land use 
rights to be used as collateral, discourage foreign investment in 
plantation agribusiness. There are still problems with selection of 
components for local production, and the requirement for a foreign 
investor to market his product through a wholly owned Indonesian 
firm. 





TRADE MISSIONS: 


Below is a tentative schedule of U.S. Government-sponsored trade 
promotion events planned through May 1986 in Jakarta, Medan and 
Surabaya, including regular catalog exhibitions, video catalog 
shows, trade missions, seminar missions, and trade fairs. The 


proposed schedule is as follows: 
Agricultural Equipment Seminar 
Mission 


Printing and Graphic Arts 
Video Catalog Show 


Analytical And Scientific 
Instruments Catalog Show 


U.S. Government/Industry Nuclear 
Technology Seminar Mission 


Security and Safety Equipment 
Seminar Mission 


Restaurant Equipment Seminar 
Mission 


Jakarta/Medan 
January 13-14, 1986 


Surabaya 
March 10-11, 1986 


Jakarta 
April 3-4, 1986 


Jakarta 
April 28-29, 1986 


Jakarta 
May 15-16, 1986 


Jakarta 
May 22-23, 1986 


More detailed information on market prospects in Indonesia, 
(including sectors and product categories), can also be obtained 
from any of the district offices of the U.S. and Foreign Commercial 
Service. Companies should also use the economic and commercial 
sections of the American Embassy in Jakarta and the American 


Consulates in Surabaya and Medan. 


We suggest that business 


representatives planning to travel to Indonesia write or telex the 
Embassy's Commercial Section at least three weeks before their visit 


concerning appointments and assistance. 


Business travelers should 


make hotel reservations in Jakarta, Medan, or Surabaya prior to 


arrival. The Embassy's address is: 


Selatan 5, Jakarta, Indonesia. 


American Embassy, Medan Merdeka 
Those writing on business from the 


United States are encouraged to use the APO: American Embassy, Box 
1, APO San Francisco 96356. The Embassy's telephone number is 


360360 and telex number 44218 AMEMBJKT. 





You might be, if you don’t have current, up-to-date in- 
ARE formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 
YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 
EXPORTING you need to succeed in overseas business. 
Overseas Business Reports (oBr’s) 
BLINDFOLDED? bring you detailed information on overseas trade and 


investment conditions and opportunities. They'll bring 
you the latest marketing information on countries offering 
good potential as sales outlets for U.S. goods. You'll find 
information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

@ population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 
twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in more than 100 countries. This series is essential 
for analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 
@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 
@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 
@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 


U.S. Department of Commerce e International Trade Administration 
LTS TTT TR I ER TN TE IG SET TS a ET I GY SRI INS AO SBA ES RM RA SR 
ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


Credit Card Orders Only 
Enclosed is $ __.____ 0) check, sas 
OC money order, or charge to my Total charges $______ Fill in the boxes below. 


Deposit Account No. Credit 


(TITLII If — Card No. BY ARORSSR NEAR eae 


Expiration Date 
Month/Year Cia TT) 


Enter my subscription to: (] Overseas Business Reports at $29 per year ($36.25 overseas) For Office Use Only 
0 Foreign Economic Trends at $66 ($82.50 overseas) Quantity — Charges 


Order No. 


Company Name Enclosed 


To be mailed 
Subscriptions 
Postage 
Foreign handling 


MMOB 
City State ZIP Code 


(or Country) UPNS 


| | | | | | | | | | Discount 


PLEASE PRINT OR TYPE Retund 


Individuals Name— First Last 


Street address 





Hier 


The Export Administration Regulations, a 
comprehensive guide to the rules control- 
ling exports of U.S. products, answers 
your questions on export licensing 
requirements: 


« When is an export license necessary? 

e When is it not necessary? 

¢ How do | obtain an export license? 

e What policies are followed in considering 
license applications? 

¢ How do | know when the policies change? 

¢ Are there restrictions on exports to certain 
countries? 

¢ Are restrictive trade practices and boycotts 
prohibited? 

¢ Do! need a license to ship technical data? 

e Where can | obtain help? 


At no additional cost, subscribers receive 
supplementary Export Administration Bul- 
letins which explain recent policy changes 
and provide replacement pages to keep 
your set of regulations up-to-date. 


SUBSCRIPTION RATES 


both foreign and domestic ad- 
dresses. Airmail service not 
available. 


Use the order blank below to begin your 
subscription to the Export Administra- 
tion Regulations. 


MAIL THIS ORDER FORM To: pe aan of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


Enclosed is $ 0 check; 
O money order, or charge to my 
Deposit Account No. 


Order No: 


Please send me 
Export Administration R 


Name—First, Last 

Company name or additional address line 
Street address 

City 

(or Country) 


PLEASE PRINT OR TYPE 


Credit Card Orders Only 


Total charges $. Fill in the boxes below. 
Credit 


Card No. CITT t 


Month/Year CLL) Se desk (202) 02) 783-4298 trom 6:00 a.m. to 4:00 p.m. 


Monday-Friday (except holidays). 


a — U.S. jokenene @ of Commerce 
ulations and supplemen Export 
tration Bulletins for the publication period beginning October 1, 1965. 


Adminis- 
For Office Use Only 


Quantity Charges 


To be mailed 
Subscriptions 


Zip 
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